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Financial crisis trigger academia to rethink the previous macroeconomic policies. 
Why did the economy come to such a state? Exactly what was wrong? How can we 
change the policy in the future? In this paper, we will analyse and solve these three 
questions one by one. 
Chapter 3 researchs the first question: Why did the economy come to such a state? 
Easy monetary policy can lead bank to increase its risk-taking. Borio and Zhu (2008) 
called this ‗the risk-taking channel of monetary policy‘. Then expansionary bank 
credits which were induced by ease monetary policy will cause asset price bubble and 
aggravate financial imbalance. In chapter 3, we will first introduce transmission 
mechanism of the monetary policy‘s bank risk-taking channel. Then, by building an 
optimation model, the paper analyse the influences of monetary policy to banks‘ 
risk-taking. Next, using the data of China‘s bank, the paper examines whether China‘s 
monetary policy exists risk-taking channel. Finally, by analysing the relationship 
among bank credit, asset price bubble and financial crisis, the paper finds that assets 
price bubble and financial imbalance always follow the bank credit bubble. 
Chapter 4 researches the second question: Exactly what was wrong to our 
macroeconomic policy? First, the paper analyses the shortcomings of ‗inflation 
targeting‘ monetary policy frame. That is price stability is not the sufficient condition 
to the financial stability, and ignoring financial stability will accumulated financial 
imbalance. Then, the paper researchs how to absorb financial stability objectives into 
monetary policy frame. Finally, by binary tree model, the paper studies the relation 
between price stability and financial stability. We find that absorbing financial 
stability goal into monetary policy frame will be good to price stability.  
Chapter 5 and 6 researchs the third question: How can we amend the policy in 
the future? First, based on the model of Augr & Demertzis(2010), the paper builds a 
model to solve the optimal monetary policy . Then, using China banks‘ data, the paper 















macroprudential policy is another factor that caused the financial crisis. Without 
macroprudential policy, monetary policy can not realized price stability and financial 
stability at the same time. Chapter 6, the paper first elaborates the necessity that 
macroprudential policy and monetary policy cooperate with each other. Then, by 
theoretical model the paper researches the constraintion of macroprudential policy to 
the risk-taking channel of monetary policy. Next, the paper confirms that 
macroprudential policy is good to constrain the risk-taking channel of monetary 
policy. Finanlly, the paper gives some suggestions about how to strength the 
cooperation between monetary policy and macroprudential policy. 
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